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INDEPENDENT AUDITOR'S REPORT

Board of Trustees
Ottumwa Water Works
Ottumwa, lowa

We have audited the accompanying financial statements of Ottumwa Water Works as of and for the year ended
December 31, 2011 as listed in the table of contents. These financial statements are the responsibility of
Ofttumwa Water Works' management. Qur responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit aiso includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statements presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Ottumwa Water Works as of December 31, 2011, and the changes in it's financial position and cash

flows for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated September 25, 2012
on our consideration of the Utility's internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Management's Discussion and Analysis, Budgetary Comparison Information and the Schedule of Funding
Progress for the Retiree Health Plan on pages 4 through 6 and 19 through 20 are not required parts of the basic
financial statements, but are supplementary information required by the Governmental Accounting Standards
Board. We have applied certain limited procedures, which consisted principally of inguiries of management
regarding the methods of measurement and presentation of the required supplementary information. We did not
audit the information and express no cpinion on it.



Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Utility’s financial statements as a whole. Other supplementary information is presented for purposes
of additional analysis and is not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in our audit of the financial statements and in our opinion is fairly
stated in all material respects in relation to the financial statements as a whole.

ANDERSON, LARKIN & GO. P.C.

Oftumwa, lowa
September 25, 2012



MANAGEMENT’S DISCUSSION AND ANALYSIS

Ottumwa Water Works provides this Management's Discussion and Analysis of its financial statements. This
narrative overview and analysis of the financial activities is for the calendar year ended December 31, 2011, We
encourage readers to consider this information in conjunction with the Utility’s financlal statements which follow.

FINANCIAL HIGHLIGHTS

The Utility's operating revenues increased by approximately 8.0% or $431,612 from 2010 to 2011. Increases in
revenue from the sale of water accounted for the majority of the increase.

The Utility's operating expenses increased approximately 6.9% or $350,372 from 2010 to 2011. This increase
included an increase in production and distribution expenses and a decrease in general plant expenses.

The Utility's net assets increased approximately 5.8% or $1,308,721 from 2010 to 2011.
USING THIS ANNUAL REPORT

The Ottumwa Water Works is a publicly owned utility and presents its financial statements using the economic
resources measurement focus and the accrual basis of accounting which is the same measurement focus and
basis of accounting employed by private sector business enterprises. This discussion and analysis is intended to
serve as an introduction to Ottumwa Water Work's basic financial statements. The annual report consists of a
series of financial statements and other informaticn as follows:

Management’s Discussion and Analysis introduces the basic financial statements and provides an
analytical overview of the Ultility’s financial activities.

The Statement of Net Assets presents information about the Utility's assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets
may serve as a ussful indicator of whether the financial position of the Utility is improving or
deteriorating.

The Statement of Revenues, Expenses and Changes in Net Assets is the basic statement of
activities for proprietary funds. This statement presents information on the Utility's operating
revenues and expenses, non-operating revenues and expenses and whether the Utility's financial
position has improved or deteriorated as a result of the year's activities.

The Statement of Cash Flows presents the change in the Utility's cash and cash equivalents during
the year. This information can assist the user of the report in determining how the Utility financed its
activities and how it met its cash requirements.

The Notes to Financial Statements provide additional information essential to a full understanding of
the data provided in the basic financial statements,

Required Supplementary Information further explains and supports the financial statements with a
comparison of the City's budget for the year, as well as presenting the Schedule of Funding Progress
for the Retiree Health Plan,

FINANCIAL ANALYSIS OF THE UTILITY

Staterment of Net Assets

As noted earlier, net assets may serve over time as a useful indicator of the Ultility's financial position. The Utility's

net assets as of December 31, 2011 total $23,939,326. This compares to $22,630,605 as of December 31, 2010.
A summary of the Ulility's net assets as of December 31, 2011 and 2010 are presented below.



NET ASSETS

December 31,

2011 201
Current assets $ 7453422 $ 7609873
Capital assets at cost, less accumulated depreciation 27,558,846 25,341,832
Other assets 113,772 88,112
Total assets 35,126,040 33,039,817
Current liabilities 2,953,394 2,574,531
Long-term liahilities 8,233,320 7,834,681
Total liabilities 11,186,714 10,409,212
Unrestricted assetls 5,082,028 5,515,169
Invested in capital assets, net of related debt 18,857,300 17,115,436
Total net assets $ 23939326 $ 22630605

Statements of Revenues, Expenses and Changes in Net Assets

Operating revenues are received from the sale of water to Ottumwa residents, sale of hydro electric power, and
other miscellaneous income. Non-operating revenues and expenses include interest income and interest
expense. The utilization of capital assets is reflected in the financial statements as depreciation, which allocates
the cost of an asset over its expected useful life. A summary of revenues, expenses and changes in net assets
for the years ended December 31, 2011 and 2010 is presented below:

CHANGES IN NET ASSETS

Year Ended December 31,

Operating revenue:
Sale of water
Sale of electricity
Miscellaneous income
Total operating revenue

Operating expenses.
Production
Distribution
Hydro
Financial services
Administration
General plant
Depreciation and amortization
Total operating expenses

Operating income

Nonoperating revenue (expense).
Interest income
Grant proceeds
Forgivable loan proceeds
Interest expense

Total nonoperating revenue (expense)

Change in net assets
Net assets — Beginning of year

Net assets — End of year

$

$

2011

4,887,878
492,983
425,395

5,806,256

1,239,906
1,464,958
218,312
304,201
285,021
760,550
1,143,170
5.417,018

389,238
84,144

565,830
560,000

(290,491)

919,483
1,308,721

22,630,605

23,939,326

$

s

2010

4,381,217
571,951
421,476

5,374,644

1,070,769
1,110,034
197,737
282,236
354,771
872,561
1,178,548
_5.066.646

307,998
92,421
_ (276.944)
(184.523)
123,475

22,607,130

22,630,605

s ]

The Statement of Revenues, Expenses and Changes in Net Assets reflects an increase in the net assets at the
end of the year.



During calendar year 2011, operating revenues increased 8.0%, or $431,612. Water revenue increased $506,661
due to higher sales volume. Electricity revenue decreased $78,968 or 13.8% due to river levels affecting when
electricity was able to be produced. Employee benefits that were previously classified under administration and
general plant have been allocated to all divisions based upon payroll by division. This resulted in increases in
production, distribution, hydro and financial services expenses, and is offset by decreases in administration and
general plant expenses.

Statement of Cash Flows

The Statement of Cash Flows presents information related to cash inflows and outflows, summarized by
operating, capital and related financing activities and investing activities. Cash flows from operating activities
include the sale of water, electricity and other receipts reduced for payments to suppliers and employees. Cash
flows from capital and related financing activities include the purchase of capital assets. Cash flows from
investing activities include interest income and the purchase and redemption of certificates of deposit. Cash flows
from financing activities include proceeds and payments related to the Utility's debt.

Budget

The Utility submits a budget to the City of Ottumwa on an annual basis. Receipts for the year exceeded the
amounis budgeted by $1,497,347 and disbursements were less than amounts budgeted by $674,614. The
increase in receipts was a result of grants and the forgivable loan received.

CAPITAL ASSETS

At December 31, 2011, the Utility had $27,558,848, invested in capital asseis, net of accumulated depreciation of
$23,893,084. Depreciation and amortization charges fotaled $1,143,170 for the year. More detailed information
about the Utility’s capital assets is presented in the Notes to Financial Statements.

LONG-TERM DEBT

At December 31, 2011, the Utility had $8,753,850 in total long-term debt outstanding. During the year ended
December 31, 2011, the Utility issued a total of $902,743 of long-term debt to finance Utility construction projects.
Additional information regarding the Utility's long-term debt is included in the Notes to Financial Statements.

ECONOMIC FACTORS
During 2011, Ottumwa Waters Works' financial position increased. The current condition of the economy in the
State continues to be a concern for Utility officials. Some of the realities that may potentially become challenges
for the Utility to meet are:

The Utilities distribution system reguires constant maintenance and upkeep.

The continued inflationary increases in health care, chemicals, and energy costs.

Technology continues to expand and current technology becomes outdated presenting an on-
going challenge to maintain up to dats technology at a reasonable cost.

The Utility anticipates the current year will be much like the last and we will maintain a close watch over resources
to maintain our ability to react to unknown issues.

CONTACTING THE UTILITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, customers and creditors with a general overview of the
Utility's finances and to show the Utility's accountability for the money it receives. If you have questions about this
report or need additional financial information, contact Ottumwa Water Works, P.O. Box 20, Ottumwa, lowa,



OTTUMWA WATER WORKS

EXHIBIT A

STATEMENT OF NET ASSETS

DECEMBER 31, 2011

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Certificates of deposit
Accounts receivable, net of allowance for uncoliectible accounts
Inventory
Accrued interest receivable
Prepaid expenses

Total current assets

CAPITAL ASSETS:

Buildings

Water distribution system

Equipment and vehicles

Office equipment

Total
Less accumulated depreciation
Depreciated value of capital assets

| L.and
} Construction in progress

Total capital assets

OTHER ASSETS;
Deferred charges - Debt issue costs

CURRENT LIABILITIES:

Accounts payable

Accrued payroll and related expenses

Accrued interest

Sales tax

Sick leave

Accrued vacation

Self insurance

Accrued disability and life insurance
| Customer deposits
‘ Current maturities of long-term liabilities
| Accrued sewer and refuse collections
|
\

Total current liabilities

LONG-TERM LIABILITIES - Less current maturities

NET ASSETS:
Unrestricted
Invested in capital assets, net of refated debt

See Accompanying Notes to the Financial Statements

$ 2,073,453
3,690,000
1,451,994

210,864
2,049
24,962

7,453,422

6,305,772
41,717,195
1,936,688
663,592
50,623,247
23,893,084
26,730,163
618,577
210,106
27,558,846

113,772

TOTAL ASSETS 35,126,040

553,625
38,410
37,939
16,730

202,708
76,312
42,445

132,207

233,151

520,530

1,099,438
2,863,394

8,233,320

TOTAL LIABILITIES 11,186,714

5,082,026
18,857,300
TOTAL NET ASSETS  $ 23,939,326



EXHIBIT B

OTTUMWA WATER WORKS

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

YEAR ENDED DECEMBER 31, 2011

OPERATING REVENUE:
Sale of water
Sale of electricity
Miscellaneous income

Total operating revenue

OPERATING EXPENSES:
Production
Distribution
Hydro
Financial services
Administration
General plant
Depreciation and amottization

Total operating expenses

NONCPERATING REVENUE (EXPENSE):
Grant proceeds
Forgivable loan proceeds
Interest income
Interest expense

Total nonoperating revenue {expense)

NET ASSETS - BEGINNING OF YEAR

NET ASSETS - END OF YEAR

See Accompanying Notes to the Financial Statements

$ 4,887,878
492,983
425,385

5,806,256

1,239,908
1,464,958
218,342
304,201
285,921
760,550
1,143,170

5,417,018

OPERATING INCOME 389,238

565,830
560,000
84,144

{280,491)

919,483

"CHANGE IN NET ASSETS 1,308,721
22 630,605

5 _23939,326



OTTUMWA WATER WORKS

STATEMENT QF CASH FLOWS
YEAR ENDED DECEMBER 31, 2011

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers
Cash received from other operating receipts
Cash paid to suppliers for goods and services
Cash pald to employees for services

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANGING ACTIVITIES:
Purchase of capital assets

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest on investments
Purchase of certificates of deposit
Proceeds from certificates of deposit

NET CASH PRCVIDED BY INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from long-term debt
Principal payments on long-term debt
Payment of interest on long-term debt
Proceeds from forgivable debt
Proceeds from grants

NET CASH PROVIDED BY FINANCING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS - Beginning of year

CASH AND CASH EQUIVALENTS - End of year

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:
Operating income
Adjustments to reconcile operating income
fo net cash provided by operating activities:

Depreciation and amortization expense
Increase in allowance account

Change in operating assets and liabilities:
Increase in accounts receivable
Increase in inventory
Decrease in prepaid expenses
Increase in accounts payable
Increase in accrued payroll and related expenses
Increase in accrued interest
Increase in sales tax
Increase in sick leave
Increase in accrued vacation
Increase in selfinsurance
Increase in accrued disability and life insurance
Increase in customer deposits
Increase in accrued sewer and refuse collections
Increase in net QPES chligation

NET CASH PROVIDED BY OPERATING ACTIVITIES

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for interest

See Accompanying Notes to the Financial Statements

$

$

EXHIBITC

5,464,415
425,395
(2,818,508)
(1,382,088)
1,689,124

{3,355,184)

83,898
(1,500,000
2,000,000

583,808

872,083
(427,593)
(290,491)

560,000
565,830
1,279,829

197,867
1,875,786

2,073,453

389,238

1,143,170
16,500

(87,053)
(75,970)
887
78,735
9,681
3,830
3,315
15,377
5,018
26,169
14,067
14,146
122,579
9,426
1,689,124

286,652



OTTUMWA WATER WORKS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Ottumwa Water Works is organized as a municipal water utility which was established in 1910,
They are overseen by a five member board appointed by the City Council and Mayor of the City of
Ottumwa. The Utility's operating budget is subject to the approval of the City Counclt. The Water
Works is considered by the City of Ottumwa to be substantially autonomous. The Water Works is
funded entirely by water user charges collected from users of the Water Works' system.

The financial statements of the Water Works are prepared in conformity with U.S. generally accepted
accounting principles (GAAP) as prescribed by the Governmental Accounting Standards Board.

Reporting Entit

For financial reporting purposes, Ottumwa Water Works has included all funds, organizations,
agencies, boards, commissions and authorities. The Utility has also considered all potential
component units for which it is financially accountable and other organizations for which the nature
and significance of their relationship with the Utility are such that exclusion would cause the Utility's
financial statements {o be misleading or incomplete, The Governmental Accounting Standards Board
has set forth criteria to be considered in determining financial accountability. These criteria include
appointing a voting majority of an organization's governing body, and (1) the ability of the Ultility to
impose its will on that organization or (2) the potential for the organization to provide specific benefits
fo or impose specific financial burdens en the Utility. Ottumwa Water Works has no component units
which meet the Governmental Accounting Standards Board criteria.

Ottumwa Water Works is not presented as a Component Unit in the City of Ottumwa’s financial
statements. The Utility is a legally separate entity from the City, but is financially accountable to the
City. The Utility is governed by a five-member Board appointed by the City Council and the Utility's
operating budget is subject to the approval of the City Coungil.

Basis of Presentation

The accounis of the Ottumwa Water Works are organized as an enterprise fund, Enterprise funds
are used to account for operations (a) financed and operated in a manner similar to private business
enterprises, where the intent of the governing body is the costs (expenses, including depreciation} of
providing goods or services to the general public on a continuing basis be financed or recovered
primarily through user charges or (k) where the governing body has decided periodic determination of
revenues earned, expenses incurred, and/or net income is appropriate for capital maintenance, public
policy, management control, accountability or other purposes.

Measurement Focus and Basis of Accounting

The financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when
a liability is incurred, regardless of the timing of related cash flows.

The Ottumwa Water Works applies all applicable GASB pronouncements, as well as the following
pronouncements issued on or before November 30, 1989, unless these pronouncements conflict with
or contradict GASB proncuncements; Financial Accounting Standards Board Statements and
Interpretations, Accounting Principles Board Opinions and Accounting Research Bulletins of the
Committee on Accounting Procedure.

The Ottumwa Water Works distinguishes operating revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with the Utility's principal ongeing operations.  All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses,

10



OTTUMWA WATER WORKS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Assets, Liabilities and Net Asseis

The following accounting policies are followed in preparing the Statement of Net Assets:

Cash, Investments and Cash Equivalents — The Ottumwa Water Works considers all short-term
investments that are highly liquid to be cash equivalents. Cash equivalents are readily
convertible to known amounts of cash and, at the day of purchase, have a maturity date no
longer than three months. Cash investments not meeting the definition of cash equivalents at
December 31, 2011 include ceriificates of deposit of $3,690,000.

Accounts Receivable — Ottumwa Water Works grants credit to customers, substantially all of
whom are located in Qttumwa, lowa, The risk of loss on the accounts receivable is the balance
due at the time of default. Accounts receivable are considered past due after 30 days and are
charged off when management determines the account is uncollectible. The Ottumwa Water
Works uses the reserve method of accounting for uncollectible accounts, At December 31,
2011, a reserve of $148,843 is provided to allow for uncollectible customer accounts.

Material and Chemicals Inventory — Inventories are stated af the lower of cost (determined on a
first-in, first-out basis) or market.

During 1992, the Ottumwa Water Works changed its purchased material goods inventory to
carry only selected groups of items and material individual items over a predetermined dollar
amount. All other small parts and immaterial cost items will be expensed when purchased.

Capital _Assets — Capital assets are accounted for at historical cost. Depreciation of all
exhaustible capital assets is charged as an expense against operations. The cost of repair and
maintenance is charged to expense, while the cost of renewals or substantial betterments is
capitalized. The cost and accumulated depreciation of assets disposed of are deleted, with any
gain or loss recorded in current operations.

Reporiable capital assets are defined by the Utility as assets with initial, individual costs in
excess of the following thresholds and estimated useful lives in excess of one year.

Asset Class . Amount
Buiidings $ 500
Water distribution system 500
Equipment and vehicles 500
Office equipment 500
Intangible assets 500

Capital assets of the Utility are depreciated using the straight line method over the following
estimated useful fives:

Estimated
Useful lives
Asset Class (In years)

Buildings 15-25
Water distribution system 40-50
Equipment and vehicles 5-7
Office equipment 5-7
intangible assets 5-7

Interest is capitalized on qualified assets acquired with certain tax-exempt debt. The amount of
interest to be capltalized is calculated by offsetting interest expense incurred from the date of the
borrowing until completion of the project with interest earned on invested proceeds over the
same period. There were no qualifying assets acquired during the year ended December 31,
2011.

11



OTTUMWA WATER WORKS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2011

NOTE 1 -~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Compensated Absences — Utility employees accumulate a limited amount of earned but unused
vacation hours for subseguent use or for payment upon termination, death or retirement. The
Utility's liability for accrued vacation has been computed based on rates of pay in effect at
December 31, 2011,

Use of Estimates -~ Management uses estimates and assumptions in preparing financial
statements. Those estimates and assumptions affect the reported amounts of assets and
liabilities, the disclosure of confingent assets and liabilities, and the reported revenues and
expenses. Accordingly, actual results could differ from those estimates.

Budgets ang Budgetary Accounting —~ The Budgetary comparison and related disclosures are
reported as Required Supplementary Information. During the year ended December 31, 2011,
disbursements did not exceed the amounts budgeted.

NOTE 2 — CASH AND INVESTMENTS

The Utility’s deposits in banks at December 31, 2011 were entirely covered by federal depository
insurance or by the State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This
chapter provides for additional assessments against the depositeries to insure there will be no loss of
public funds.

The Municipal Utility is authorized by statute to invest public funds in obligations of the United Siates
government, its agencies and instrumentalities; certificates of deposit or other evidences of deposit at
federally insured depository institutions approved by the Utility Board of Trustees; prime eligible
bankers acceptances; certain high rated commercial paper; perfected repurchase agreements; certain
registered open-end management investment companies; certain joint investment trusts; and warrants
or improvement certificates of a drainage district.

The Utility had no investments meeting the disclosure requirements of Governmental Accounting
Standards Board Statement No, 3, as amended by Statement No. 40,

NOTE 3 — CAPITAL ASSETS

A summary of capital assets at December 31, 2011 is as follows:

Balance Additions/ Deletions/ Balance
December 31, 2010  Reclassifications Reclassifications  December 31, 2011

Capital assets, being

depreciatedfamortized:
Buildings $ 6,268,172 % 47600 §$ - % 8,305,772
Water distribution system 38,362,342 3,354,853 - 41,717,195
Equipment and vehicles 1,823,909 12,779 - 1,936,668
Office equipment 661,912 1,680 - 663,592
Total capital assets, being
depreciated/amortized 47,206,335 3,416,912 - 50,623,247
Less accumuiated
depreciationfamortization 22,754,914 1,138,170 - 23,893,084
Total capital assets being
depreciated/amortized, net 24,451,421 2,278,742 - 26,730,163
Capital assets, not being
depreciated/amortized:
Land 618,677 - - 618,577
Construction in progress 271,834 3,340,725 3,402,453 210,108
Capital assets, net $ 25341832 § 5619467 $ 3,402,453 3% 27,668,846

12



OTTUMWA WATER WORKS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2011

NOTE 4 — PENSION AND RETIREMENT BENEF|TS

The Utility contributes to the lowa Public Employees Retirement System (IPERS) which is a cost-
sharing multiple-employer defined benefit pension plan administered by the State of lowa. IPERS
provides retirement and death benefits established by state statute to plan members and beneficiaries.
IPERS issues a publicly available financial report that includes financial statements and required

supplementary information. The report may be obtained by writing to IPERS, P.O. Box 9117, Des
Moines, lowa, 50306-9117.

Plan members are required to contribute 5.38% and 4.50% of their annual covered salary and the Utility
is required to contribute 8.07% and 6.95% of annual covered payroll for the years ended June 30, 2012
and 2011, respectively. Contribution requirements are established by state statute. The Utility's
contributions to IPERS for the years ended December 31, 2011, 2010 and 2009 were $101,850,
$91,180, and $77,318, respectively, egual to the required contributions for each year.

NOTE 6 — SELF INSURANCE PROGRAM

The Utility has a self-insurance program for hospitalization and medical coverage for its employees.
The program is administered through a service agreement with Cottingham Butler. The Utility limits its
losses through the use of stop-loss policies from reinsurers. Specific individual losses for claims are
limited to $20,000 a year. The Utility's aggregate annual loss limitation is based on a formula that
considers, among other things, the total number of employees. For December 31, 2011, the Ultility
incurred $475,425 In expense under the program.

Amounts payable by Ottumwa Water Works at December 31, 2011 total $42,455 which is for incurred
but not reported (IBNR) and reported but not paid claims. The amounts are based on estimates of the
amounts necessary to pay prior-year and current-year claims. A liability has been established based on
the requirements of Governmental Accounting Standards Board Statement Number 10, which requires
that a liability for claims be reported if information prior to the issuance of the financial statements
indicates that it is probable that a liability has been incurred at the date of the financial statements and
the amount of the less can be reasonably estimated. Settlements have not exceeded the stop-loss
coverage in any of the past three years, A reconciliation of changes in the aggregate liability for claims
for the current year is as follows:

Unpaid claims as of Dacember 31, 2010 $ 16,276
Incurred claims (including claims incurred but not reported
as of December 31, 2011):
Provision for current-year events where the Utility

has retained risk of loss 475,425
Payments:
Claims attributable to current-year events where
the Utility has retained risk of loss 449,248
Unpaid claims as of December 31, 2011 $ 42,455

NQTE 6 ~ OTHER EMPLOYEE BENEFITS

The Water Works employees accumulate sick leave and vacation hours for subsequent use. The
liability for accrued vacation at December 31, 2011 is $76,312. The Water Works has a policy of paying
one-half of the unused accumulated sick leave upon retirement of any employee. The maximum
number of days an employee can accumulate is 120. Upon the death of any employee, 100% of the
accumulated sick leave is paid. One-half of unused sick leave totals $202,709, and is reflected in the
financial statements as a liability at December 31, 2011,

13



OTTUMWA WATER WORKS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2011

NOTE 6 - QTHER EMPLOYEE BENEFITS {Continued)

Effective Novernber 1, 1989, the Water Works began a long-term disability plan. Once an employee
has accumulated the maximum number of days of sick leave referred to in the preceding paragraph,
they begin to accumulate fong-term disability days. The days are accumulated at 50% of the normal
sick leave accrual rate, and the maximum number of days to be accrued is 120. The compensation is
computed at 60% of the employee's normal salary and is paid only after all normal sick leave benefits
are exhausted.

The amount of the accrual reflected on the balance sheet at December 31, 2011 for the long-term
disability benefit is $127,207.

NOTE 7 — POST RETIREMENT BENEFITS

On July 22, 1992, the Ottumwa Water Works approved a policy to drop the group term life insurance
coverage on existing retirees and instead pay a one-time death benefit equal o the term coverage in
effect as of this date. The total death benefit payable as of December 31, 2011 was $5,000 and covers
five retirees, Only these five retirees are covered by this provision. Any other employees retiring on or
after July 22, 1892 will not receive this benefit.

NOTE 8 — DESIGNATED ASSETS

The Ottumwa Water Works has designated assets comprised of demand deposits, passbook savings,
and certificates of deposits that are to be used for a specific purpose. A summary of the designated
assets is as follows:

Meter Deposit Fund — This fund is used to account for cash collected on customer deposits.
The amount designated for the meter deposit fund as of December 31, 2011 is $190,000.

NOTE 9 - RELATED PARTY TRANSACTIONS

The Water Works provides billing and collection services to the City of Ottumwa for sewer and refuse
services. The following is a summary of the balances due to the City at December 31, 2011:

Accrued sewer services charges $ 821,482
Accrued refuse collection fees 277.954
Total accrued sewer and refuse collections $ 1,099436

NOTE 10 — LONG-TERM LIABILITIES

A summary of the changes in long-term liabilities for the year ended December 31, 2011, is as follows;

Balance Balance Due
Beginning End Within
Of Year Increases Decreases Of Year One Year
Revenue Bonds $7435000 § 902743 $ 368000 $ 7,970,743 $ 459,000
Contract Payable 790,386 - 59,693 730,803 61,530
Net OPEB Liability 42 878 8,428 - 52,304 -
Total $8269274 $ 912169 $ 427593 $ 87638560 $ 520,530
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OTTUMWA WATER WORKS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2011

NOTE 10 — LONG-TERM LIABILITIES (Continued)

The resoluticns providing for the issuance of the fully matured revenue bonds include the following
provisions.

(a) The bonds will only be redeemed from the future earnings of the enterprise activity and
the bond holders hold & lien on the future earnings of the funds.

(h) Sufficient monthly cash transfers shall be made to a water revenue bond sinking account
for the purpose of making bond principal and interest payments when due,

(¢) Additional monthly cash transfers shall be made tc a bond and interest reserve account
until there has been accumulated an amount equal to two years’ interest on the bonds
then outstanding. This account is restricted for the purpose of paying bond principal and
interest should funds be insufficient in the water revenue bond sinking account,

{(d) In addition, there shall be deposited to a capital improvement and extension account the
sum of $3,000 each month until there has been accumulated a sum of $500,000. This
account shall be used solely and only to pay bonds and interest should deficiencies exist
in the water revenue beond sinking account or the bond and interest reserve account to
pay subordinate revenue bonds issued to make necessary improvements and exiensions
to pay for capital improvements and extensions to the existing Water Works' plan not
covered by issuance of bonds and to call and redeem such bonds as they may be then
subject to redemption prior to maturity.

{e) There shall alsc be paid into a bond redemption account on a monthly basis cne-half of
the balance of net earnings remaining after first making the required payments into the
water revenue bond sinking account, the bond and interest reserve account and the
capital improvement and exiension account. This account is restricted to remedying any
deficiency in the other required accounts. The Water Works reserves, in the
aforementioned accounts, exceed the outstanding bond and interest amounts and
therefore, this provision does not apply.

Contract Payable to City of Ottumwa, lowa

During 2006 and 2010, the Water Works entered into agreements with the City of Ottumwa, lowa,
which are related to the City’s sewer separation project. In the agreements, the Water Works agrees
to reimbiurse the City for the cost of the project that relates to water main replacement. The City of
Ottumwa, lowa has paid for the entire cost of the project by issuing revenue bonds and the Water
Works will pay the City of Ottumwa, lowa for its portion of the project. Phase | requires twenty annual
installments of $39,216 starting June 1, 2008. Phase Il requires eight annual installments of $46,065
starting June 1, 2010, Both agreements include interest at 3.25%.

lowa Department of Natural Resources

On June 2, 2005, the Utility entered into agreements with the lowa Department of Natural Resources
and Wells Fargo Bank lowa, N.A, for the issuance of $4,000,000 of water revenue bonds, with an
interest rate of 3.0% per annum. The bonds were issued pursuant to the provisions of Chapter 384
and Section 384.24A of the Code of lowa to pay the costs of construciing improvements and
extensions to the water system.

On December 28, 2008, the Utility entered into agreements with the lowa Department of Natural
Resources and Wells Fargo Bank lowa, N.A. for the issuance of $4,800,000 of water revenue bonds,
with an interest rate of 3.0% per annum. The bonds were issued pursuant to the provisions of
Chapter 384 and Section 384.24A of the Code of lowa to pay the costs of constructing improvements
and extensions to the water system,
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OTTUMWA WATER WORKS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2011

NOTE 10 — LONG-TERM DEBT (Continued)

Year Ended

December 31

2012
2013
2014
2015
2016
2017 to 2021
2022 to 2026
2027

iowa Department of Natural Resources{Continued)

On September 7, 2011, the Utility entered into agreements with the lowa Department of Natural
Resources and the lowa Finance Authority for the issuance of $1,666,000 of water revenue bonds,
with an interest rate of 3.0% per annum. The loans also require the Utility fo annually pay a .25%
servicing fee on the outstanding principal balance. The bonds were issued pursuant o the provisions
of Chapter 384 and Section 384.24A of the Code of lowa to pay the costs of constructing
improvements and extensions to the water system. During the year ended December 31, 2011,
$62,743 was drawn down on the loan.

On March 31, 2011, the Utility entered into agreemenis with the lowa Department of Natural
Resources and the lowa Finance Authority for the issuance of $1,400,000 of water revenue bonds,
with an interest rate of 3.0% per annam. The loans also require the Utility to annually pay a .25%
servicing fee on the outstanding principal balance. The bonds were issued pursuant to the provisions
of Chapter 384 and Section 384.24A of the Code of lowa to pay the costs of constructing
improvements and extensions to the water system. During the year ended December 31, 2011,
$1,400.000 was drawn down on the loan. During the year ended December 31, 2011, the Utility paid
interest of $21,541 on this loan. Included in the $1,400.000 loan is a provision for forgivable water
revenue bonds. Tha bonds were issued pursuant to the provisions of Chapter 384.24A of the Code
of lowa and the American Recovery and Investment Act of 2008 (ARRA) for the purpose of providing
funds to pay a portion of the costs of constructing improvements and extensions to the water system.
If the requirements of ARRA, including, but not limited to, satisfaction of applicable timing
requirements are not met and the loan is not forgiven, the Utility will pay interest at 3.0% per annum,
an annual .25% servicing fee on the outstanding principal balance (including undisbursed loan
proceeds) and an initiation fee of 1% of the authorized loan. The Utility received funds from the DNR
upon request to reimburse the Utility for costs as incurred, During the year ended December 31,
2011, the Utility drew down $560,000 of the forgivable loan, bringing the total drawdowns to the
authorized amount of $580,000. At December 31, 2011, the Utility had not yet met the requirements
for the loan to be forgiven.

At December 31, 2011, the Utility had drawn $10,262,743 including initlation fees of $140,288.

Expected repayment schedules for all of the Utility's long-term debt are as follows:

Fully Matured City of Ottumwa IDNR_SRF Tota!

Principal Interest Principal Interest Principal Interest Principal Interest
$ 7000 § 1562 $ 61,530 § 23,751 % 452,000 % 232,132 % 520,630 % 257,445
- - 63,630 21,751 526,000 217,462 589,530 239,213
65,594 18,687 482,743 202,331 548,337 222,018
- 67,726 17,555 495 000 187,665 562,726 205,220
- 69,927 15,354 509,000 172,605 578,927 187,959
191,802 50,344 2,791,000 620,565 2,982,802 670,909
172,711 23,370 2,708,000 207,870 2,880,711 231,240
- - 37,983 1,234 - - 37,983 1.234
$ 2000 $ 1562 $ 730803 $ 173046 $ 7963743 $ 1840630 $ 8701546 $ 2015238

NOTE 11 — RISK MANAGEMENT

The Utility is exposed to various risks of loss related to torts; theft, damage to and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. These risks are covered by the
purchase of commercial insurance. Settled claims from these risks have not exceeded commercial
insurance coverage in any of the past three fiscal years.
deductibles and ciaims in excess of coverage limitations.
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OTTUMWA WATER WORKS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2011

NOTE 12 - MAJOR CUSTOMERS

Sales to two major customers accounted for greater than 50% of total sales for the year ended
December 31, 2011. At December 31, 2011, amounts due from these customers were $237.775.

NOTE 13 — COMMITMENTS AND CONTINGENCIES

The Utility has signed various contracts for current construction projects in conjunction with the City of
Ottumwa, lowa. Amounts on those contracts will be paid as progress on the projects occurs.

NOTE 14 - OTHER POSTEMPLOYMENT BENEFITS (QPEB)

Plan Descripticn — The Utility operates a single-employer retiree benefit plan which provides medical
henefits for retirees and their spcuses. There are § active and 13 retired members in the plan. The
current eligible group is frozen, there will be no new entrants to the plan.

The medical coverage is provided through a partially self funded plan administered by Cottingham
Butter.

Funding Policy — The contribution requirements of plan members are established and may be amended
by the Utility. The Utility currently finances the retiree benefit plan on a pay-as-you-go basis.

Annual OPEB Cost and Net OPEB Obligation ~ The Utility's annual OPEB cost is calculated based on
the annual required contribution (ARC) of the Utility, an amount actuarially determined in accordance
with GASB Statement No. 46, The ARC represents a level of funding which, if paid on an ongoing
basis, is projected to cover narmal cost each year and amortize any unfunded actuarial liabilities over a
period not to exceed 30 years.

The following table shows the compenents of the Utility's annual OPEB cost for the year ended
December 31, 2011, the amount actually contributed to the plan and changes in the Utility's net OPEB

obligation:

Annual reguired contribution $ 790624
Interast on net OPEB obligation 1,715
Adjustment to annual required contribution (913)

Annual OPEB cost 80,426
Contributions made {71,000)

Increase in net OPER obligation 9,426
Net OPEB obligation beginning of year 42 878
Net OPER obligation end of year $ 52,304

For calculation of the net OPEB okhiigation, the actuary has set the transition day as January 1, 2009.
The end of year net OPEB obligation was calculated by the actuary as the cumulative difference
between the actuarially determined funding requirements and the actual contributions for the year
ended December 31, 2011, .

For the year ended December 31, 2011, the Utility contributed $71,000 to the medical plan.

The Utility’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan and the net
OPEB obligation are summarized as follows.

% of Net
Year Ended Annual Annual OPEB OPEB
December 31, CPERB Cost Cost Contributed Obligation
2008 3 82,809 71.25% 3 23,809
2010 80,069 76.18 42 878
2011 80,426 88.83 52,304
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OTTUMWA WATER WORKS

NOTES TO FINANGIAL STATEMENTS
DECEMBER 31, 2011

NOTE 14 - OTHER POSTEMPLOYMENT BENEFITS (OPEB) (Continued)

Funded Status and Funding Progress — As of January 1, 2009, the most recent actuarial valuation date
for the period January 1, 2011 through December 31, 2011, the actuarial accrued liability was
$1,360,045 with no actuarial value of assets, resulting in an unfunded actuarial accrued liability (UAAL)
of $1,360,045, The covered payroll (annual payroll of active employees covered by the plan) was
$284,278 and the ratic of the UAAL to covered payroll was 4.78%. As of December 31, 2011, there
were no trust fund assets.

Actuarial Methods and Assumptions — Actuarial valuations of an cngoing plan involve estimates of the
value of reported amounts and assumptions about the probability of occurrence of events far into the
future. Examples include assumption about future employment, mortality and the health care cost
trend. Actuarially determined amounts are subject o continual revision as actual results are compared
with past expectations and new estimates are made about the future. The Schedule of Funding
Progress, presented as Required Supplementary Information in the section following the Notes to
Financial Statements, will present multiyear trend information about whether the actuarial value of plan
assets is increasing or decreasing over time relative to the actuarial accrued liabilities for benefits

Projections of benefits for financial reporting purposes are based on the plan as understood by the
employer and the plan members and include the types of benefits provided at the time of each valuation
and the historical pattern of sharing of benefit costs between the employer and plan members to that
point. The actuarial methods and assumptions used include techniques designed to reduce the effects
of short-term volatility in actuarial accrued liabilities and the actuarial value of assets, consistent with
the long-term perspective of the calculations.

As of the January 1, 2009 actuarial valuation date, the unit credit actuarial cost method was used. The
actuarial assumptions includes a 4% discount rate based on the Utility’s funding policy. The projected
annual medical trend rate is 5%. The ultimate medical trend rate is-4%. The medical trend rate is
reduced 0.5% each year until reaching the 4% ultimate trend rate.

Mortality rates are from the RP2000 Mortality Table, applied on a gender-specific basis. Annual
retirement and termination probabilities were developed using the alternate valuation method as
prescribed in GASB 45.

The UAAL is being amortized as a level percentage over 30 years.

NOTE 15 - SUBSEQUENT EVENTS

Subsequent events have'been evaluated through September 25, 2012, the date the financial
statements were available to be issued.
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REQUIRED SUPPLEMENTARY INFORMATION




Receipts:
Intergovernmental
Use of money and property
Charges for service
Miscellaneous

Disbursements:
Business-type activities

Excess (deficiency) of receipts
over (under) disbursements

Other financing sources, net

Excess (deficiency) of receipts
and other financing sources
over (under) dishursements

OTTUMWA WATER WORKS

BUDGETARY COMPARISON SCHEDULE OF

RECE|PTS, DISBURSEMENTS AND CHANGES IN

$

BALANCES - BUDGET AND ACTUAL

YEAR ENDED DECEMBER 31, 2011

Actual Adiustments
1125830 % -
84,144 -
5,806,256 -
7,016,230 -
5,707,509 2,639,607

1,308,721 (2,639,6807)
- 902,743

1,308,721 $ (1,736,864)

Variance
Favorable
Net Budget (Unfavorable)
$ 1125830 $ - % 1,125,830
84,144 105,000 {20,856)
5,806,256 5,377,883 428,373
- 36,000 (36,000)
7,016,230 5,618,883 1,497,347
8,347,116 9,021,730 674,614
(1,330,888) (3,502,847} 2,171,961
802,743 2,400,000 (1,497,257)
$ (428143) $ (1,102,847) % 674,704

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION - BUDGETARY REPORTING

YEAR ENDED DECEMBER 31, 2011

The budgetary comparison is presented as Required Supplementary informatien in accordance with Government Accounting
Standards Board Statement No. 41 for governments with significani budgetary perspective diffarences,

In accordance with the Code of lowa, the Utility annually adopts a budget on the modified accrual basis following required public

notice and hearing. The budget may be amended during the year utilizing similar statutorily prescribed procedures,

Formal and legal budgetary control is based upon nine majer classes of expenses known as functions, not by fund. These nine
functions are: public safety, public works, health and soclai services, culture and recreation, community and econcmic
development, general government; debt service, capital projects and business-type activities. Although the budget document
presents function expenses by fund, the legal ievel of control is at the aggregated function level, not by fund. During the year, there

wera no budget amendments,

See Accompanying Independent Auditor's Report

19



OTTUMWA WATER WORKS

SCHEDULE OF FUNDING PROGRESS FOR THE

RETIREE HEALTH PLAN

REQUIRED SUPPLEMENTARY INFORMATION

Actuarial
Actuarial Value of
Year Ended Valuation Assets
December 31, Date (a}

2011 January 1, 2000 $
2010 January 1, 2009 $ -
2009 January 1, 2009 $

o B R

Actuarial
Accrued
Liability
(AAL)
()

1,360,045
1,360,045
1,380,045

Unfunded
AAL Funded
(UAAL) Ratio
{b-a) (afb}
3 1,360,045 0%
$ 1,360,045 0%
$ 1,380,045 0%

3 &2 &

Covered
Payroll

(¢}

284,278
288,756
280,849

UAAL as a

Percentage

of Covered
Payroll

{{b-a)/c)

4.78%
4.71%
4.84%

See Note 14 in the accompanying Notes to Financial Statements for the plan description, funding policy, annual OPEB cost, net

OPEB obligation, funded status and funding progress.

See Accompanying Independent Auditor's Report
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OTHER SUPPLEMENTARY INFORMATION




OTTUMWA WATER WORKS

DETAIL SCHEDULE OF REVENUES AND EXPENSES

YEAR ENDED DECEMBER 31, 2041

OPERATING REVENUE:

Sale of water

Sale of electricity

Miscellaneous income;
Fire protection - Private
Customer forfeitures
Service connections
Service charge - Sewer billing
Service charge - Refuse billing
Miscellaneous

OPERATING EXPENSES:
Production:

Supervision
Maintenance labor
Operations labor
Chemicals/carbon
Laboratory supplies
Employee benefits/ftaxes
Supplies/maintenance

Distribution:
Supervision
Maintenance labor
Maintenance materials
Labor
Contract street repairs
Employee benefits/taxes
Supplies/maintenance

Hydro:
Operations labor
Maintenance supplies
Lease and rentals
Contract labor
Employee benefits/iaxes
Suppliesimaintenance

Financial services:
Financial services supervision
Financial services labor
Office supplies
Postage expense
Customer deposit accounts interest
Noncollectible accounts
Employee benefits/taxes
Supplies/maintenance

21

TOTAL OPERATING REVENUE

4,887 878
492,983

144,775
36,367
41,784
52,507
27,719

122,243

5,806,256

64,407
88,660
207,204
332,716
14,381
237,134
295405

1,239,906

62,910
253,046
114,209
113,376
569,547
284 325

87,545

1,464,958

81,063
21,740
16,159
18,387
68,999
11,074

218,312

50,788
93,340
8,651
51,138
438
16,500
83,234
112

304,201



OTTUMWA WATER WORKS

DETAIL SCHEDULE OF REVENUES AND EXPENSES
YEAR ENDED DECEMBER 31, 2011

OPERATING EXPENSES: (Continued)
Administration:

Executive salaries
Board salaries
Vacation pay

; Holiday expense

| Longevity expense

| Casual pay

; Sick pay

| Payroll tax - FICA

| Payroll tax - IPERS

| Training expense

| Subscriptions

| Legal services

Employee benefits allocated to other departments

Business expense
Supplies/maintenance

General plant:
| Employee's miscellaneous expense
i General property expense
Safety program
Liability insurance
Workmen's compensation insurance
Group health insurance
Group term life insurance
Health insurance - Retirees
Contract labor
Fuel and power
General services/contingency
Gas and oil

Supplies/maintenance

Depreciation and amortization

NONOPERATING REVENUE (EXPENSE]);
Grants proceeds
Forgivable loan proceeds
Interest income
Interest expense

Total nonoperating revenue {expense)

See Accompanying Independent Auditor's Report

Employee benefits allocated to other departments

TOTAL OPERATING EXPENSES
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OPERATING INCOME

CHANGE IN NET ASSETS

$

78,630
1,825
50,017
29,414
10,703
14,088
15,639
104,108
101,850
5,031
1,730
24,589

(158,945)
6,227
116

285,921

17,543
56,137
12,797
71,355
13,551
398,737
2,480
104,718
70,8607
266,230
83,403
38,990
(402,608)
16,600

760,650
1,143,170

5,417,018

389,238

565,830
560,000
84,144

(290,491)
919,483

1,308,721



INDEPENDENT AUDITOR'S REPORT ON INTERNAL
CONTRCL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Trustees
Ottumwa Water Works
Ottumwa, lowa

We have audited the accompanying financial statements of Ottumwa Water Works, as of and for the year ended
December 31, 2011, and have issued our report thereon dated September 25, 2012, We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Ottumwa Water Works’ internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of Cttumwa Water
Works' internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
Ottumwa Water Works' internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph and was not designed to identify all deficiencies in internal control over financial reporting that might be
significant deficiencies or material weaknesses therefore, there can be no assurance all deficiencies, significant
deficiencies or material weaknesses have been identified.

A deficiency in internal control exists when the design or operation of the control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in internal
control such that there is reasonable possibility that a material misstatement of Ottumwa Water Works' financial
statements will not be prevented or detected and corrected onh a timely basis. We noted no deficiencies in internal
control that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Utility's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements, non-compliance with which could have a direct and material effect on the defermination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of non-compliance or other matters required to be reported under Government Auditing Standards.
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Comments involving statutory and other legal matters about the Ulility's operations for the year ended
December 31, 2011 are based exclusively on knowledge obtained from procedures performed during our audit of
the financial statements of the Utility. Since cur audit was based on tests and samples, not all transactions that
might have had an impact on the comments were necessarily audited. The comments involving statutory and
other legal matters are not intended to constitute legal interpretations of those statutes.

Ottumwa Water Works' responsas to findings identified in our audit are described in the accdmpanying Schedule
of Findings. While we have expressed our conclusions on the utility’s responses we did not audit Ottumwa Water
Works' responses and, accordingly, we express no opinion on them.

This report, a public record by law, is intended solely for the information and use of the officials and customers of
the Utility and other parties to whom the Utility may report and is not intended to be and should not be used by
anyone other than these specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnel of Ottumwa
Water Works during the course of our audit. Should you have any questions concerning any of the above
matters, we shall be pleased to discuss them with you at your convenience.

ANDERSON, LARKIN & CO. P.C.

Ottumwa, lowa
September 25, 2012
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OTTUMWA WATER WORKS

SCHEDULE OF FINDINGS
YEAR ENDED DECEMBER 31, 2011

Part . Findings Related to the Financial Statements

INTERNAL CONTROL DEFICIENCIES:

No matters were noted.

INSTANCES OF NON-COMPLIANCE:

No matters were noted.

Part |I:_Other Findings Related to Required Statutory Reporting

I-A-11

[1-B-11

II-C-11
II-B-11

-E-11

I-F-11
N-G-11

I-H-11

Certified Budget ~ Disbursements during the year ended December 31, 2011 did not
exceed the amounts budgsted.

Questionable Expenses — No expenses that we believe may not meet the
requirements of public purpose as defined in an Aftorney General's opinion dated
April 25, 1979 were noted,

Travel Expense — No expenditures of money for travel expenses of spouses of Ultility
officials or employees were noted.

Business Transactions — No business transactions between the Ultility and Ulility
officials or employees were noted.

Bond Coverage — Surety bond coverage of Utility officials and employees is in
accordance with statutory provisions. The amount of coverage should be reviewed
annually to insure that the coverage is adequate for current operations.

Trustee Minutes — No transactions were found that we believe should have been
approved in the minutes but were not,

Revenue Bonds — Ne instances of non-compliance with the revenue bond provisions
were noted.

Deposits and_lnvestments — No instances of noncompliance with the deposit and
investment provisions of Chapter 12B and 12C of the Code of lowa were noted.
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